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AUDITING STANDARDS BOARD 
Approved Highlights 
July 23-24, 2002 Meeting 
New York, NY 
     
Meeting Attendance  
 
James Gerson, Chair 
Jeffery Bryan 
Craig Crawford 
John Fogarty 
Lynford Graham 
Auston Johnson 
Michael Manspeaker  
Susan Menelaides 
Al Paulus 
Mark Scoles 
Bruce Webb 
Ray Whittington  
Chip Williams  
 
Members Absent 
 
Linda Cheatham 
 
AICPA Staff  
 
Chuck Landes, Director, Audit and Attest Standards 
Susan Jones, Senior Technical Manager, Audit and Attest Standards  
Julie Anne Dilley, Technical Manager, Audit and Attest Standards 
Gretchen Fischbach, Technical Manager, Audit and Attest Standards 
Kim Gibson, Technical Manager, Audit and Attest Standards 
Judith Sherinsky, Technical Manager, Audit and Attest Standards  
 
Observers and Other Participants  
 
Rachel Ballard, KPMG, LLP 
Sylvia Barrett, International Federation of Accountants Staff 
Kirke Bent, Parallel Business Software 
John Brolly, PricewaterhouseCoopers, LLP 
Steve Burkholder, BNA 
Ashley Carpentar, International Federation of Accountants Staff 
Robert Dohrer, McGladrey & Pullen, LLP 
Nancy Fogarty, CPA, Oberver 
George Fritz, Transition Oversight Staff 
Peter Gregory, Chair, Canadian Institute of Chartered Accountants’ Assurance Standards Board 
Cheryl Hartfield, Practitioner’s Publishing Company 
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Richard Jones, Hofstra University 
Paul Lohnes, Canadian Institute of Chartered Accountants’ Assurance Standards Director 
Howard Meltzer, KPMG, LLP 
Richard Miller, AICPA General Counsel and Secretary 
David Noonan, Ernst & Young, LLP 
Randy Noonan, Chair, IAPC Auditing Fair Values Subcommittee 
Esmeralda Rodriguez, Securities and Exchange Commission 
Tania Sergott, Deloitte, LLP 
Joe Wells, Executive Director, Association of Certified Fraud Examiners 
 
 
II. CHAIR AND STAFF REPORTS  
 
Jim Gerson and Chuck Landes provided updates on the recent Audit Issues Task Force meeting 
and other matters. 
 
 
III. AGENDA ITEMS PRESENTED AT MEETING 
Fraud 
David Landsittel, chair of the Fraud Task Force (task force) led the discussion regarding the 
status of the exposure draft, Consideration of Fraud in a Financial Statement Audit. He 
explained that the task force received forty nine letters of comment and that two analyses of the 
comments have been developed by the AICPA staff – one correlating the more significant 
comments by issue being addressed and the other organizing and presenting the comments by the 
ED paragraph number to which each applies. These analyses served as the basis for the task 
force’s early discussions. 
 
The task force met on June 13, 2002, to complete an initial analysis and discussion of the 
comments received during the exposure period. Since that time, the task force has developed 
early drafts of possible changes to the exposure draft. Another meeting of the task force has been 
scheduled for August 5 and 6 to further discuss the input that has been received and consider 
possible changes. 
 
The task force chair and the chair of the ASB have also discussed the exposure draft in a 
telephone conference call with members of the Transition Oversight Staff (TOS – formerly 
Public Oversight Board staff) to obtain their views on the exposure draft and the related 
comments received during the exposure period.   
General Observations about the Comment Letters 
Mr. Landsittel explained that overall, the comment letters were supportive of the need for further 
authoritative guidance for auditors dealing with the consideration of fraud in a financial 
statement audit and generally supportive of the direction and positions taken in the exposure 
draft.  No single issue was a focal point of the comments, but rather, the letters raised a broad 
range of issues for consideration. The task force found the letters to be very thoughtful and 
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constructive – providing an excellent source of input that should result in an enhancement of the 
proposed standard as it is being considered for final issuance as an SAS. 
 
Mr. Landsittel discussed the following significant issues, organized to first address those issues 
specifically noted in the “Commentator Guide to Significant Issues” presented in the preamble to 
the ED, followed by a discussion of other significant issues raised, with the ASB. 
 
Issues Identified in the “Commentator Guide to Significant Issues”: 
(1) The Risk Assessment Approach.  The overall approach to the assessment of material 
misstatement due to fraud, as outlined in the exposure draft, was supported by the 
commentators.  The most significant observations in this regard were thoughtful 
challenges to the sequencing of the process presented in the exposure draft – for example, 
(a) a view that the auditor should obtain information needed to identify the risks of 
material misstatement due to fraud (paragraphs 17-31) prior to the “brainstorming” 
discussions with the engagement personnel (paragraphs 13-16), and (b) a belief that the 
auditor should be permitted to take into account an evaluation of entity programs and 
controls (paragraphs 39-42) at the same time that the identification of the risks that may 
result in a material misstatement.(paragraphs 32-38) is carried out. 
 
The task force has concluded that to address these observations commentary should be 
added to the introduction of the SAS emphasizing that auditing is an iterative process and 
accordingly the sequencing of the completion of the standard’s requirements may be 
different across audit engagements. 
 
(2) The Classification of the Risk Factors.  The responses widely supported the classification 
of the risk factors (paragraphs 7, 29 and 30 and Appendix A) by the three conditions 
present when fraud exists, that is, incentive/pressure, opportunity and 
attitude/rationalization.  Accordingly, the task force does not propose any change to this 
classification approach. 
 
(3) Identification of Revenue Recognition as a Fraud Risk.  Many commentators expressed 
support and others raised concern about the statement in paragraph 36 in the exposure 
draft that “the auditor will ordinarily determine that there is a risk of material 
misstatement due to fraud relating to revenue recognition”.  Some believe that this 
statement is very appropriate while others are concerned that it provides too strong of a 
presumption – particularly when applied to some kinds of entities that are not public 
companies.  
 
Furthermore, some have observed that it may be unclear whether the intent of the 
paragraph is to instruct auditors that they should presume that a risk related to revenue 
recognition should be identified. Finally, some believe that the reference to management 
override in the forepart of the paragraph does not relate well enough with the last part of 
the paragraph. 
 
The task force has not yet concluded how to address these issues, but most members 
would not be inclined to weaken the message in the paragraph. 
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Some have suggested that, because the presumption applies most clearly to public 
companies, the substance should be relocated as another required procedural response to 
address the risk of management override of controls (section beginning at paragraph 53). 
 
Somewhat related, the commentators were supportive of the guidance presented in 
paragraph 50 discussing how to respond to identified revenue recognition risks. 
 
(4) The Consideration of the Risk of Management Override of Controls.  Most comment 
letters supported the exposure draft’s general approach for further addressing the risk of 
management override (paragraphs 53 through 66). However, some did not like the 
differentiation drawn between public and nonpublic entities in the applicability of these 
procedures (paragraphs 53 – 55), noting that the procedures should be universally 
relevant and required for audits of all entities.  Conversely, others thought the 
presumption that these procedures are applicable for audits of nonpublic entities was 
worded too stringently.   
 
The ASB discussed whether or not the procedures to address the risk of management 
override should be applicable to all entities.  After discussing the issue, the ASB took a 
vote as to whether or not these procedures should be applicable to all entities or should 
the guidance remain as is and include the wording that there may be limited situations in 
which the procedures do not need to be performed.  The following is the ASB vote: 
 
        Yes  No 
Should the procedures to address the risk 
of management override be applicable to all entities? 8  5  
 
The task force will revise the exposure draft to reflect the ASB vote. 
 
A number of commentators believe that additional clarification is needed regarding the 
actual implementation of the required procedures – particularly the commentary dealing 
with the examination of journal entries.  Members of our task force are working to 
suggest changes to clarify this guidance. 
 
(5) The Inquiry of the Audit Committee about Fraud.  The comment letters supported the 
exposure draft requirement to always inquire to obtain the views of the entity’s audit 
committee on the risks of fraud and whether the committee has any knowledge of fraud 
or suspected fraud. Some helpful/clarifying suggestions were provided – for example, 
reordering paragraph 20 so that it is introduced by the imperative. 
 
(6) The Emphasis on Professional Skepticism.  The members of the TOS have strongly urged 
that the task force expand and strengthen the discussion of professional skepticism, and in 
the discussion with TOS, the task force and ASB chairs agreed to work to add more 
emphasis to the need for the auditor to have a skeptical mindset when evaluating the 
sufficiency of and implications arising from all audit evidence.   
 
The TOS more specifically suggested (1) reorganizing and expanding the discussion to 
give professional skepticism more visability in a a more action-oriented section of the 
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document, and (2) adding more references to professional skepticism in other areas of the 
document further bringing home the point that skepticism requires a presumption that 
there is a possibility of fraud and an ongoing questioning of whether the information and 
evidence suggests that fraud has occurred. 
 
(7) The Documentation Requirements.  The input in the comment letters widely endorsed the 
need for the documentation requirements (paragraph 82).  Accordingly, the task force 
does not believe significant changes to this section of the document are needed. 
 
Other Significant Issues: 
(8) Additional Procedures Applied to Low Risk Areas.  The TOS believes that more 
emphasis should be included in the document requiring procedures on a surprise basis in 
selected areas where the risk of fraudulent financial reporting has been assessed as 
moderate or low – including an additional required procedure in the section addressing 
the risk of management override of controls.  Selected comment letters also endorsed the 
importance of focusing on the unpredictability of audit procedures performed. 
 
No specific drafting in response to this recommendation has occurred, but the task force 
and ASB chairs do believe that this issue needs to be addressed.  Input from ASB 
members on this would be welcomed. 
 
(9) Further Elaboration on the Nature and Purpose of the Planning Meeting.   A number of 
commentators  and the TOS suggested a need to elaborate on the objective and conduct 
of the planning meeting “brainstorming” session (paragraphs 13 through 16).   
Specifically, these suggestions stressed the need for more explicit reference to the 
discussion of how management might perpetrate fraudulent financial reporting or how the 
engagement team might do so if it were management. 
 
In addition, some commentators and the TOS noted that there should be a stronger 
requirement for further discussions among engagement team personnel during and toward 
the end of the audit, as and after evidence has been gathered and evaluated.  ASB 
member views on this matter would be helpful. 
 
(10) Further Commentary on Management Responsibilities and on Entity Programs and 
Controls.  Some comment letters – including, most significantly, the letter received from 
the International Auditing and Assurance Standards Board -- recommended the inclusion 
in the final SAS of additional discussion of management’s responsibility for fraud – 
beyond that now contained in paragraph 4.  ISA 240 contains a more extensive discussion 
than included in the ED, and a task force member has now reviewed that document in 
preparation of a further discussion of this issue at our next task force meeting. 
 
A few comment letters were aware that an appendix was incorporated into an early draft 
of the proposed exposure draft providing guidance on entity programs and controls aimed 
at prevention, deterrence and detection of fraud. These commentators suggested that this 
appendix be reinstated.  A few other comment letters raised a general point that guidance 
for the auditor discussing entity programs and controls relating to fraud would be helpful.  
The task force was generally sympathetic with these suggestions and the ASB chair 
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suggested that work continue on a joint auditor/industry sponsored document discussing 
good practices relating to such programs and controls.  The thought is that such a jointly 
prepared and endorsed document could then be appended to the final SAS.  
 
Other Issues and Suggested Changes 
The task force has identified several other areas where comments received during the exposure 
process will result in recommendations for changes – for example, the need to further discuss the 
concept of “earnings management”, the need for examples providing guidance dealing with 
governmental audits and the need for additional analytical procedure examples.   
 
The task force will prepared a draft marked with revisions for presentation and discussion at the 
next ASB 
 
 
Joint Risk Assessment 
John Fogarty, co-chair, Joint Risk Assessments Task Force (task force), presented for the 
Board’s discussion and comment drafts of the following proposed Statements on Auditing 
Standards (SASs): 
 Amendment to SAS No. 95, Generally Accepted Auditing Standards, which amends the 2nd 
and 3rd standards of fieldwork  
 Planning and Supervision, which will supersede AU secs. 310, Appointment of the 
Independent Auditor and 311, Planning and Supervision 
 Proposed Revision of the Audit Risk Model, which likely will take the form of an amendment 
to AU sec. 312, Audit Risk and Materiality in Conducting an Audit 
 Audit Evidence, which will supersede AU sec. 326, Evidential Matter 
 Understanding the Entity and Its Environment and Assessing the Risk of Material 
Misstatement (Assessing Risk) 
 The Auditor’s Procedures in Response to Assessed Risks (Auditor’s Procedures), which 
together with Assessing Risk will supersede AU sec. 319, Consideration of Internal Control 
in a Financial Statement Audit 
The proposed Audit Evidence, Assessing Risk, and Auditor’s Procedures SASs are based on 
proposed International Standards on Auditing (ISAs) that the task force is drafting. 
The Board’s agenda materials for this meeting also included comparisons of the proposed SASs 
with the existing auditing sections that they are expected to replace. Accordingly, J. Fogarty 
asked that the Board’s discussion focus on whether the proposed drafts appropriately incorporate 
all of the existing guidance that should be carried forward, as well as whether there is additional 
guidance that should be reflected in the drafts.  
J. Fogarty stated that the task force is aware that further work remains to be done, among other 
things, to enhance the guidance on substantive procedures; to update the appendices brought 
forward from AU secs. 319 and 326; to consider amendment of the appendix to AU sec. 350, 
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Audit Sampling; and to improve the flow of the documents, particularly with regard to recently-
incorporated content from AU sec. 319. 
The ASB members raised no fundamental issues with the documents that were reviewed. The 
following were among the ASB members’ recommendations to improve the proposed guidance:  
 Change the proposed revision of the 2nd standard of fieldwork to incorporate the phrase “to 
design the nature, timing, and extent of further audit procedures.”  
 Broaden the guidance in the Planning draft on the need for specialized skills and just use IT 
specialists as an example. 
 Change “audit plan” back to “audit program.”  
 Include the guidance in AU 311.09(d) on data retention. 
 Use AU 230 as amended by SAS 82 as a model to revise the sentence imported from AU 
326.22 into paragraph 14 of the Evidence draft. 
 Incorporate the remaining guidance from AU sec. 319 into the drafts.  Some background 
material, for example, the graphics that appear at AU 319.08 and 319.13, could be 
incorporated into the appendix on internal control. 
 Make sure that the manner in which the guidance on general controls has been incorporated 
does not diminish its importance. 
 In discussing “risks at the financial statement level,” include some guidance about the 
cumulative effect of an aggregation of risks, perhaps around paragraph 86 in the Assessing 
Risk draft and in the context of “overall responses” in the Auditor’s Procedures draft.  
 Move the paragraphs on materiality that relate to evaluating audit findings from AU sec. 312 
to the section of the Auditor’s Procedures draft document that discusses evaluating the audit 
evidence obtained. 
 Compare the documentation requirements in the proposed standards with SAS No. 96, Audit 
Documentation, for conformity. 
J. Fogarty stated that the proposed SASs will be revised, brought for further discussion to the 
September ASB meeting, and hopefully balloted for exposure at the October ASB meeting. 
 
Omnibus 
 
Ray Whittington, chair of the Omnibus – 2002 task force led the discussion to discuss the 
comment letters received on the Proposed Statement on Auditing Standards and the Proposed 
Statement on Standards for Attestation Engagements, Omnibus – 2002 and the Proposed 
Statement on Quality Control Standards.  
 
After the discussion, the ASB unanimously agreed to ballot the proposed standards for final 
issuance. 
 
 The following topics will be included in the Omnibus - 2002: 
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 SAS No. 95, Generally Accepted Auditing Standards (AICPA, Professional Standards, 
vol. 1, AU sec. 150) provides guidance with respect to authoritative nature of generally 
accepted auditing standards.  This amendment would clarify the status of appendices to 
SASs as being interpretive publications. 
 
 SAS No. 25, The Relationship of Generally Accepted Auditing Standards to Quality 
Control Standards (AICPA, Professional Standards, vol. 1, AU sec 161.02 - .03) and 
SSAE No. 1, Attest Engagements (AICPA, Professional Standards, vol. 1, AT sec.101.17 
- .18) are being amended to clarify the relationship between Statements on Quality 
Control Standards and engagements performed under Statements on Auditing Standards 
and Statements on Standards for Attestation Engagements. These amendments clarify 
that although an effective quality control system is conducive to compliance with 
generally accepted auditing standards or attestation standards, deficiencies in or 
noncompliance with a firm’s quality control system do not, in and of themselves, indicate 
that an engagement was not performed in accordance with the applicable professional 
standards. 
 
 SAS No. 47, Audit Risk and Materiality in Conducting an Audit (AICPA, Professional 
Standards, vol. 1, AU sec. 312) paragraphs .04 and .09 require the auditor to consider 
adjustments individually and in the aggregate.  Paragraphs .34 through .41 in the 
Evaluating Audit Findings section do not indicate that the auditor should evaluate 
misstatements individually and in the aggregate.  This proposed amendment would 
clarify the auditor’s responsibility with respect to evaluating audit adjustments.   
 
 Interpretation No. 6, Responsibilities of Service Organizations and Service Auditors With 
Respect to Subsequent Events in a Service Auditor's Engagement, to SAS No. 70, Service 
Organizations (AICPA, Professional Standards, vol. 1, AU sec. 324), includes guidance 
regarding subsequent events.  This guidance currently states that “A service auditor 
should consider inquiring of management” about subsequent events. This proposed 
amendment would revise the guidance to state that “A service auditor should inquire of 
management” about subsequent events and bring the guidance from the interpretation 
into SAS No. 70.   
 
 SAS No. 58, Reports on Audited Financial Statements (AICPA, Professional Standards, 
vol. 1, AU sec. 508.65) states that the auditor’s report on comparative financial 
statements should be dated as of the date of completion of the most recent audit.  The 
guidance found in SAS No. 1, Codification of Auditing Standards and Procedures 
(AICPA, Professional Standards, vol. 1, AU sec. 530.01 "Dating of the Independent 
Auditor’s Report”) states that “Generally, the date of completion of the field work should 
be used as the date of the independent auditor’s report.” This proposed amendment would 
make the guidance in AU section 508.65 consistent with the guidance in AU section 
530.01 by using the term “completion of fieldwork” as opposed to “completion of his 
most recent audit”. 
 
 SAS No. 8, Other Information in Documents Containing Audited Financial Statements 
(AICPA, Professional Standards, vol. 1, AU sec 550) and SAS No. 52, Required 
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Supplementary Information (AICPA, Professional Standards, vol. 1, AU sec. 558.08 and 
558.10), do not indicate whether an auditor may issue a report providing an opinion, in 
relation to the basic financial statements taken as a whole, on supplementary information 
and other information that has been subjected to auditing procedures applied to the audit 
of those basic financial statements.  This amendment would clarify that such reporting is 
allowed. 
 
 The applicability paragraph to SAS No. 52, Required Supplementary Information, as 
currently written does not include such items as AICPA Industry Audit and Accounting 
Guides, which are considered GAAP as described in SAS No. 69, The Meaning of 
Present Fairly in Conformity With Generally Accepted Accounting Principles.  This 
amendment would include all sources of GAAP in the applicability section of SAS No. 
52. 
 
 The current guidance on supplementary information is silent as to whether the auditor is 
permitted to report that Required Supplementary Information in an auditor-submitted 
document that is neither incomplete, nor otherwise deficient, is fairly stated in relation to 
the basic financial statements taken as a whole. This amendment would revise the 
guidance in SAS No. 29, Reporting on Information Accompanying the Basic Financial 
Statements in Auditor-Submitted Documents (AICPA, Professional Standards, vol. 1, AU 
sec. 551) paragraph .15 (paragraph .15 has been split and revised as .15 and .16), and 
delete footnote 6 to clarify the reporting guidance with respect to required supplementary 
information. 
 
 SAS No. 1, Codification of Auditing Standards and Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 560 "Subsequent Events) paragraph .01 currently defines 
subsequent events in terms of the of the date of issuance of the auditor's report. In order 
to make the auditing standard consistent with accounting standards (Statement of 
Financial Statement Accounting Standards No. 5, Accounting for Contingencies), this 
proposed amendment would delete the reference to the auditor's report from the 
definition of subsequent events. 
 
 SAS No. 1, Codification of Auditing Standards and Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 561 "Subsequent Discovery of Facts Existing at the Date of 
the Auditor’s Report") paragraph .01 and the title to the section, refer to subsequent 
discovery of facts existing at the date of the auditor's report. The wording of AU section 
561.03, however, implies that the auditor’s responsibility extends through the date of 
issuance of the report.  This is inconsistent with the intent of the section. The proposed 
amendment to AU section 561.03 would clarify the auditor’s responsibility with respect 
to subsequent events.   
 
 SAS No.1, Codification of Auditing Standards and Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 530, “Dating of the Independent Auditor’s Report")  provides 
guidance regarding the dating of the independent auditor’s report.  When discussing the 
time frame with respect to subsequent events, the current guidance refers to the date of 
issuance of the auditor’s report.  This amendment clarifies that the date referred to is the 
date of issuance of the related financial statements. 
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The ASB agreed to issue the section that discusses the exposure draft titled, Consideration of 
Fraud in a Financial Statement Audit, which requires the auditor to make inquiries of 
management about fraud and the risk of fraud, with the proposed fraud standard that is expected 
to be issued by fall of 2002. 
 
The ASB also agreed to ballot for final issuance the Proposed Statement on Quality Control 
Standards.  This statement would amend Statement on Quality Control Standards (SQCS) No. 2, 
System of Quality Control for a CPA Firm’s Accounting and Auditing Practice (AICPA, 
Professional Standards, vol. 2, QC sec. 20.03)  to clarify that deficiencies in individual audit, 
attest, compilation, and review engagements do not, in and of themselves, indicate that the firm’s 
system of quality control is insufficient to provide it with reasonable assurance that its personnel 
comply with applicable professional standards.  
 
After discussion of both documents, the ASB took the following vote: 
 
Should the Proposed Statement on Auditing 
Standards and the Proposed Statement on Standards 
for Attestation Engagements, Omnibus – 2002, be 
issued as a final standard? 
 
Should the Proposed Statement on Quality Control 
Standards (SQCS) No. 2, System of Quality Control 
for a CPA Firm’s Accounting and Auditing Practice 
be issued as a final standard? 
Assent 
 
 
13 
 
Assent 
 
 
13 
Dissent 
 
 
0 
 
Dissent 
 
 
0 
Absent 
 
 
1 
 
Absent 
 
 
1 
 
 
Consistency 
The ASB’s Consistency Task Force was asked to review the guidance in AU section 420, 
Consistency of Application of Generally Accepted Accounting Principles, which interprets the 
second standard of reporting, and determine whether revisions are needed to that guidance. Craig 
Crawford, Chair of the Consistency Task Force, explained that the task force had met once and 
concluded that the following two issues require consideration by the ASB: 
 
1. Whether there is a need to continue requiring in the auditor’s report the consistency 
explanatory paragraph for changes in accounting principles. 
 
2. Whether revisions are needed to SAS No. 32, Adequacy of Disclosure in Financial 
Statements 
 
The ASB discussed the task force’s proposal to eliminate the consistency explanatory paragraph 
for mandatory changes in accounting principles (i.e., those changes resulting from the adoption 
of accounting principles issued by organizations designated to set accounting standards under 
Rule 203 of the AICPA’s Code of Conduct). After discussion, ASB members decided that 
additional information is needed before deciding how to proceed on this matter. Accordingly, the 
ASB asked the task force to undertake research regarding the usefulness of the consistency 
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explanatory paragraph. Additionally, the task force should obtain user groups’ reactions on the 
possible elimination of the consistency standard. 
 
The ASB also discussed the task force’s proposal to amend SAS No. 32 to recognize that  the 
adequacy of disclosures in the financial statements requires consideration not only of the effects 
of omissions, but misstatements of financial information. The ASB approved amending SAS No. 
32 in this manner and further recommended expanding the guidance in the standard with a 
discussion of the kind of information that should be included in the financial statements. This 
discussion should be based on the framework set forth in Statement of Financial Accounting 
Concepts No. 2, Qualitative Characteristics of Accounting Information. 
 
The task force will proceed as directed by the ASB and will present the results of its efforts at a 
future meeting. 
